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SCOPE OF REYIIY - The sudit was conducted for the
purpose of verifying the costs billed to the Agency by the Contracior,
The eontract waz let on s Mcost-plus-a-fixed-fwe" basis and terminated,
sfter soveral extensions of both termzination dete and coet limi‘ation, on
1 Pebruary 1949, The review, therefore, covered only the period from 2
June 1947 through 7! Jenmuary 1949 although the Contractor maintains it bas
ineurred sdditionel coste after 31 January 1949 which, adwittedly, cannct
now be clsaimed, . -

ACT _COSTE YD THEIR VERYFICATI.M - There is attached
FIRIRTT T reflecting allowable contract coats and eonstituting a rec~
ommended sottlement for this contrsct, This statement doss not give
effect tc the unknown asount of allcwance for turchasee of zaterials
by the Contractor which matter will be discuesed later herein,

SATAEIVS ANL SAGFS 47, 37,06
This asount ineludes the sslaries and wapes of both officers
and e=ployees of the Contractor who have been engaged directly In parform-
ance under the econtrset, In addition, it includes an item of $21,952.2°,
25X1A representing the kn-wn charges for lebor applied to the work in progress
by mﬁmg fir- aseaciated with the Contractor through
identity o € af sach arganization and in physical rroxizity, Al-
though these ckarges had been classified by tha Contractor ss materlals
und ssrvices, the writer belleves they are more properly presenied as Direct
Lebor, Thers has heen disallowsd the sum of £6£,2/ In charges doterained
to bs appliesble to another job or account. In certain few instances, it
wae not possible to Yocate time cards refTeeting sn avplication of time to
the job as billed by the Montractor, but these charges have been allowed
where the time in secondary reccrds has been trested es a charge to the
job, These charges cccurred in the early months of the contractual period.
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25X1A
- Fxespt for the lsbor, sslaries and wages wers vori-
f1ed by reference 1o time ¢ ' an inspection of al) cancelsd pay
roll checks,
b. RYICES 818 ,677.69

| There has been disali~wed a total of £28,9, in Celifornia
sales tax, cach diseoumt in excess of 1% taken but not passed on to the
Agency and duplicste bil)ings,

In verification, these charges wore traced to the original
irvolees and 4o the canceled checks in rayment thersof,

Owerhead which wae distributed to the Contraetorts jobe on
the basis of p reentsge of direct labor cost, rears s ratio of 52,504 to
the ailowable salariss and wages which amounts to 949,423,78 before the
addition of the s >r. It »i)? bs observed that the contract,
being of o style which in this respect is no longer employed by the Agancy
provides in Article 2,.{(e){3) that the Contractor may bill "An allowance for
overhesd coste not otherwise reimburssble hereunder in en amount ggygl to
one hundred parcent (100%) of the tois) salaries and wapree (but not tsxes)
reimurssble under subperspravh (1) hereof.* (und-recoring supplisd),
Ih the Contractor's electlon to chargs only such overhesad as was
sctually incurred, and on the essumption that the coppletiosn of the work
war desired, it would sppesr the Agency has been sfforded a saving of
£23,478,32, This som represents the difference betwesn allowsble Lirect
Labor of $49,423,78 and Overhead of 225,945.26, Consistent, howsver, with
the Contractor's election to bill only actual allowable overhead, there has
been disallowed as a resul* of the andit, the sum of £1,67,37 consisting
largely of “ales, Travel, Entertainment and Advertising Hxpenses which
either are dirallowsbls in principle or were deternined to ‘e inapplicable
tu the subject contract, The talance of disallowance eonsists of certain
st overcharges resuliting from errors in comrutation,

Ce

In confirmetion, the expense ledger totale which were accepted
without wer’fication, wmers recapltulsted and the m1lowshls [irsct labor for
sach ronth eompared wiih Total Dirsct Tabor tc establish ike basis of pro-
ration, The resulting percentrge was eapplied to overhend exrenses to detor-
xine the approprizte cherpe. Significent experse acecunts were then anelysed,
sone in detsl) and others only selectively, and entries traced io criginal
vouchere which were themselver scanned., FfufTioient setisfaction as to the
incurrence of such expensce ard the distriltution thereof wae therehy obiained
without a detailed audit of all overhead accounts.

d, £t ) £134.00

This item covere charges for long distance telephone calle
and t=legrams, These items were omly tsst checked rather then checked
in detail) in view of the relative insignificence of the individual
charges, ‘
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Thisg iter conpisie priveipelly of one trip from F
B (2 ifornis to Mashingten, U, C, snd return, accomnllshed by
25X1A et & cost of 1402.12 ard a trip frow
Celifornia and return for
25X1A 268,41, In eddition there are inclufed charges lor nupersue auto
trips within the irmediste ares of Sierra “adre which have bteen re-
imbursad at & rote of 5¢ per mile at allowed by Article 2,{(e)(5) of
the contract, 25X1A

The charges unm trip to Washington were
verified, but other items well TGD Tiselectively rather then
varified in detall,

fo JANUERY YGR0 C8nf Wi Yid BITTED

T4 will be oboerved that the attached exhibit reflects
January 1949 coots of £1,4€68,77 and the balance of the Tixed Fes of
FU6.02 on tote) ellowable coste of £116,£83.79, neither of which huve
been billed 4o or paild by the Agency. That these iteme have not yet
hesen billed 18 due to the fact that the bill for Jaruary 1949 included
only such charges &3 would bring 4he total cusulative billing up to the
gontract limitation of [125,(0C,00, Yaturally, through disallowarces
tota)ling $1,890,20 disclnead in the avdit, there resulis en unexpended
belarce in an equivalent smount, “he Conirmetor, fully aware of the
Yoss he has incurred through an inabiYtity to bill thess cosis ard fee
due tc time and coet resirictions, hae indiceted his delerminellion to
aubnit & supplanmenial bLlL for Janvary cosis not yet billed s eomn
as he 1s Inforued of ihe extent of the disallowsnces,

In view of these considerstions, ths writer recommends that
these costs and fee toialing ©7,615,59 be allowed provided the Contractor
subnits ite bill In substuntistion,

Le SUEPTUS YATFRIATE « Tt 48 understood there are two mutisrs in
connecticn with oreverty acesuniing which resain unfinisbed at this time,
“he Contractor must submit to the Agency an sccouniing for pronsrty fure
nishes by the Government and for vropertiy ourchased by the Contractor and
gharzed *o *he Covernumeni under this contract, Article 3. of the esntract
affords the Cuntractor the riphi to retain upon terminatinon of the wark
that properiy which was purchassd under the contract by returning such amount
g8 the Agency delermines to be a fair price for the articles desired by the
Contractor. The exercise of this right is suhjact to a determinetion by
the Contracting * fficer of the advisability of such an action, In pursuance
of this article, the Cuntractor propsses to subnit a list of the property
such a8 test equipment which it wishes to ,urchasa, and has already agreed to
a)low the hgency the full original eost of such property. In view of the
fact thst this crop:riy has proscmably alvreac: depreclated to soms extent
through its use in the project, this rropogsl seans eminantly falr,
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The second catter involves praperty of a less permenent or
expandible cherscter the value of which, the writer understands, has
eppreciably diminished ihrough use In ermrection with the subjeet work,
The Contractor oropos- s to submit s bid for these peterisls which, of
course, may be eonpared wlth cther bids which the Comtracting O fficer
may wish to obtzin, The writer made no effort to review the { .ntractor's
yropogals in this eonneciion, as he was reither qualified nor muthorized
to evaluate their reasonablemess., Fe did, hovewer, request that the
equinment and materials to be purchesed or bid in be identified insofar
as nrecticatle with the invelces reflscting the originel purchase so
that original cost might be independently determined from invoices on
file in thisz branch,

5. UNBECOVFRFL € £78 .« The sccep‘snce of the Contractor's
nroposals in these matters of accounting for properiy purchased undey
the contract w.uld result in reduction of ‘he net coniract cost to
the Governrment, The queetlon would then arise as to whether the
Contractor wight be parmitted o recover—to the extent of the agreed
price for those reterialsecertaln other cozts recorded inm Fabrusry
and Yarch 1949 but never hillad to the Agency becuuse of both ihe
cost celling ard explrotion date. To =2ome extent, those costs might
congtitnte fire oblipations Incurred .rior to 1 Tebrusry 1949 which
were not recsrded until on or after that date,

Pron his review of the contract, the sriter is unsbls to
determine whether reimbursersnt could be allowed in this regerd, ¢n
the one hand the Contrector =as not obliged to compiste the work ot
ita owm expense because of the "(Cost Fecape" clause of the contract,
Article 3. nrovides that such sum of money ae the Covernment mey deter-
mine %o be faly amd proper for such yropsriy shall by Yreturned® to
the Government, i=plying perhaps that such return is to e accomplished
aftsr terminatian of the work and final determination of the reimburses
went therefor. TIf the latier hypothesis 18 corrzct, then no recovery by
the Contractor could arles out of ite return to the Agemcy of the falr
price of guch sroperty as 1t iz permitted to purchase., Thus, if recovery
for costs wthervise unrecoversble weras permitted in this menner, the
effect would be to enable the Conitractsr to acquire surs, at least, of
the property a% vo cogt to itself.

“n the sther hard, the Contractor has nst taken sdvantage of
its contraciusl rights to hi1] an allowarnce for overhesd equal to 100%
ef Direct Tabor before taxes, nor to procesd no further toward comple-
tion of the work when the cost limitation of $12%5,000,00 wae attained,
The Cuntracting “fficer, theref re, if permitted to consider the suese
tisn at a1l mey wlsh to temper his views withk thess considerations,

In sxy avent, irn the writer's opinion the recovery 1f allowsble
would be limited sclely to meterials and services for which the Contractor
obligeted 1tself -n :urchuse crders -lac=2d -n or before Februery 1949 and
would not extend to labor or ~verhssd costs incurred after 1 Februsry 1949.
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SEC ) ¥E = In conclusion, the writer submits the
fbl%aaiag raeammengatiuna arising ~ut of this audit:

{1} Thet, subject to the Conmtractor's submission of &
bi11 in the indicated amount for unbilled Jamuary 1949 coste, the sum
of $124,851,65 be proposed in setilement of thie comtract,

{2) That the 2ffice of the Cenera} Ccunsel determine
whether the aceepta~ce of the Contractor's proposals for purchtess of
property acquired under the contract would permit the Contractor to
recover otherwise alloweble cosis which cannst now be allowad beosuse
of the cost gelling,

{3) That the Contracting 7fficer give eonsideration %o
establishing af & reguler nractice the dirsetion of intarim muvdits
prior to completion of the contract work on thoee comiracis covering
an exteneive period of time and sufficlenily matsrial in amount to
Justify the extra audit expdnse, Ibsreby, would ba achisvad, in the
writers opinion, (1) an earlier detarmination of the scceptability
of the Contractor's accrunting system and practices with possible
Bavinga &nd early positive aseurances resulting therefrom, and (2) the
readier reconcilintion and settlement of disputes regsrding questians
of cost determination shich would regult in ths review of transactions
of current rether than primcipally pest periocds,

~ Reapactfully submitied,
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CoMivatT CO08 AYATVRTIE CO¥EnITIRING
& YECOUMEBDFD COMVPACT SETTILENEND
Poriocd 2 June 1947 Through 31 Januery 1949

Billed Through Jamiary 1949

Ealaries and Tages

A dapuery 1949
alenent £49,422,70

olemont. 2,952,280 F 7 ,376.06
Yaterinls and Nervices 17,300¢:,15 £1,377.54
25,849,232 963

Communications 134,00
Total Contract Cosis £115,215.02 £1,468,77
B,021.04 126,82
Total Cost To Government £123,23€, 06 §32625,52

Iotal

£ 7,376.06
12,677.69
25,945,46

134,00

S L N
8,167,86

£124,55) .6
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